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The FCC Common Carrier Bureau staff has requested that state commissioners
comment on a number of proposed principles related to the implementation of universal
service and access charge reform. The following comments are those of Commissioner
Julia L. Johnson, Chairman of the Florida PSC, and are not necessarily the opinions of
the Florida PSC as a whole.

1) FCC princiPI,: State commissioners support an FCC commitment to establish a
planned, sensible transition to move the telephone industry to the 'NOrld of
competition envisioned by the 1996 Telecom Act.

Buponse: I fully support a planned, sensible transition to competition. The
priority, in my view, should be to ensure that any transitional mechanism, as 'Nell
as any permanent mechanism to implement the requirements of the Act,
promotes both consumer interests and eqUitable competition. Depending on the
course of action the FCC chooses to take, we mayor may not agree as to
'Nhether such action is the most sensible mechanism for the transition.

Suggested Language: Combine #1 and #3 as follows:

State commissioners support an FCC commitment to establish a planned,
sensible transition to move the telephone industry to the world of competition
envisioned by the 1996 Telecom Act, prOVided that consumers will be able to
benefit from competition and are not adversely affected by changes occurring as
a result of the 1996 Act. Further, state commissioners mayor may not agree
that a particular plan chosen by the FCC is the most sensible course of action
for the transition.

2) FCC Prlncill'.: State commissioners support FCC efforts to maintain support
for small and rural incumbent LEes during this transition period.

RUROOU: I agree that small and rural LECs should continue to receive current
HCF, LTS, and OEM weighting during the transition period. In the March 27,
1997 letter that I sent to Chairman Hundt, I suggested that the current HCF
mechanism, with some modifications, be kept in place for such LECs until
January 1, 2000. The modifications are: (1) assessment should be based on
revenues rather than access lines; (2) disbursement should be available to all
qualifying carriers based on incumbent LECs' costs for the interim period; and
(3) the calculation of HCF support should be based on the calculated amount of
income taxes instead of on the per book amount of income taxes, which is the
current pradice. I also proposed that after January 1, 2000, the small LECs
should move to the LEC Joint Association Transition Plan, which would further
transition them to a permanent mechanism.



I have general concerns regarding the fair and proper treatment of rural
companies under several FCC orders implementing the 1996 Ad. I am
particularly concerned about the possible negative impact that the FCC's August
1, 1996 interconnection order may have on small companies. More specifically,
Rules 51.405 (c) and (d) apply to the burden of proof required of incumbent
LECs to justify a continued exemption under section 251 (f)(1) of the Act, or to
justify a suspension or modification under section 251 (f)(2) of the Act. The Act
permits state commissions to grant exemptions, suspensions, or modifications if
they determine that the requirements of sections 251 (b) and/or (c) are "unduly
economically burdensome." The aforementioned FCC rules, however, are more
prescriptive than the statutory language. The rules require incumbent LECs to
prove that the application of the requirements of sections 251 (b) and/or 251 (c) of
the Ad would likely "cause undue economic burden beyond the economic
burden that is typically associated with efficient competitive entry." I assume
this language is meant to prevent a rural LEC from arguing that it will lose
customers or have to incur new costs to justify indefinite postponement of
requirements that it open its network to competition. However, I believe there
could be some situations where the loss of a lucrative customer or customers to
a new competitor, or the need to absorb new costs, may be enough to place the
incumbent in a precarious economic circumstance. In such instances, the
incumbent lEC would then likely increase its universal service support
requirements. This instance could be avoided if states did not have to follow the
requirement that the burden must be beyond that typically associated with
efficient competitive entry. I believe the language of the Act clearly gives the
states the authority to determine what constitutes an undue economic burden,
and states could incorporate the FCC's parameter into their analyses. However,
the states should not be constrained by FCC rules in their determinations as to

. vmat is "unduly economically burdensome." Such determinations should be
made on a case-by-case basis, and should incorporate any parameters the
states deem appropriate for the particular circumstance.

Sugg.tett '.nguage: State commissioners support FCC efforts to maintain
current HCF, l TS, and OEM weighting support mechanisms for small and rural
incumbent lECs during this transition period. However, the current HCF
mechanism should be modified in the following manner: (1) assessment should
be based on revenues rather than access lines; (2) disbursement should be
available to all qualifying carriers based on incumbent lECs' costs for the
interim period; and (3) the calculation of HCF support should be based on the
calculated amount of income taxes instead of on the DeC book amount of income
taxes, vmich is the current practice. Further, in order to ensure that competition
develops in a fair and eqUitable manner in rural areas, the FCC should modify
Rules 51.405 (c) and (d) to delete language requiring LECs to prove undue
economic burden, "beyond the economic burden that is typically associated with
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efficient competitive entry."

3) FCC PrinciPle: State commissioners urge the commission to shape such a
transition so that consumers will be able to benefit from competition and are not
adversely affected by changes occurring as a result of the 1996 Act.

ReGonse: I couldn't agree more with this point; in fact, I believe it should be the
first and foremost objective in implementing any transitional or permanent
mechanism. Again, however, we may disagree as to what policies will or will
not adversely affect consumers (see my response to the next point).

Suggested lsogulge: See suggested language for #1.

4) FCC PrinciPle: State commissioners agree that usage charges to recover NTS
costs keep per-minute interstate toll charges at artificially high levels and, for
this reason, support an FCC decision to recover these NTS costs in an
economically efficient manner.

Bupons,: I agree with the first part of the principle - i.e., that usage charges to
recover NTS costs keep per-minute interstate toll charges at artificially high
levels. However, I do not think that a per-line flat rate charge is the mQI1
appropriate means of recovering such costs, as Chairman Hundt has suggested
with his idea of a FERC. While the per-line charge would more accurately
reflect underlying costs than minute-of-use charges, the fact remains that by
nature, NTS costs are incurred in large blocks and do not have a one-to-one
relationship with access lines. Therefore, a per-line charge would not accurately
reflect how the underlying costs are incurred. Furthermore, as I stated in my
March 27 letter, I believe such a method would allow the per-line charges to be
too easily passed through to consumers as a separate line item charge on their
bills, thereby appearing to be a local rate increase. The better approach would
be to bulk bill the costs to the IXCs. This method would make it more difficult for
IXCs to pass the NTS costs on to consumers as a separate line item charge, and
would give the IXCs an incentive to monitor these costs so the amount assessed
to them decreases as costs decrease. If they could bill the costs as a separate
line item to consumers, they would have no such incentive and would be
reluctant to remove the line item even if costs decrease.

I am also not convinced that competition will force the IXCs to compete the
charge away. I believe it possible that if every IXC separately bills the charge,
they as a group may initially elect to compete on the. per-minute long distance
charges rather than on the flat line item charge, because the separate line item
charge would be a guaranteed, kno'M"l source of revenue. This is especially
true if the charge is referred to as an FCC-imposed charge on the bill, thereby
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implying that it is a mandatory charge imposed by regulators. Alternatively, an
IXC may waive the separate line item charge for certain high-volume customers
and continue to levy it on low-volume customers. If the costs are bulk billed, the
companies could still pass them on in the form of a line item charge, but they
would have to develop the rates. In this instance, there could be competition
among the carriers not only as to 'Nhether to pass the costs on in the form of a
line-item charge, but also as to the amount of the line item charge. The amount
would not be simply handed to them by the FCC in the form of a per-line
assessment; instead, the marketplace would determine how these NTS costs are
recovered.

Should the FCC require a per-line assessment, the method of assessment
should be structured to avoid any negative impact on the price a consumer pays
for basic local telephone service.

SuggUtect language: State commissioners agree that usage charges to
recover NTS costs keep per-minute toll charges at artificially high levels, and
such costs should be recovered in an economically efficient manner. However,
the preferred method of recovery should not encourage imposition of additional
end-user surcharges. If the FCC requires a per-line assessment, the method of
such assessment should be structured to avoid any negative impact on the price
a consumer pays for basic local telephone service.

5) FCC PrinciJlle: State commissioners conclude that the responsibility for
creating, sizing, and defining sources of funding for a permanent high cost
support mechanism is shared jointly by the FCC and state commissions.

Response: I believe that this principle is too ambiguous and could easily be
misinterpreted. Specifically, I am not sure 'Nhat is meant by "responsibility" and
"shared jointly." My fear is that the statement could be construed to endorse
intra/interstate universal service assessments during the interim transition
period. As I stated in my March 27 letter, many parties have raised legal issues
regarding the FCC's authority to assess intrastate revenues; others have
expressed concerns as to the magnitude of the subsidy dollars flowing from their
states, as well as the impact that inter/intrastate assessments woutd have on
their ability to create their own intrastate universal service fund. I stated that the
issue wilt and sho.uld be decided by the courts. For these reasons, I suggested
that the better policy decision for the interim would be to assess only interstate
revenues. However, I also stated that in the long run, assessment of inter-and
intrastate revenues is appropriate, for the following reasons. First, the definition
of universal service has been expanded to include services not previously
included, and many of the newty included services are more intrastate than
interstate in nature. Second, states will be allowed to assess both inter- and

4



intrastate revenues for any intrastate universal service funds that are developed.
Third, assessing both sources of revenues will discourage companies from
declaring interstate revenues as intrastate to avoid assessment. Finally, as
competition develops over time, state and federal jurisdictional distinctions will
become more blurred.

Sug,gested language: State commissioners conclude that the creation of a
permanent high cost support mechanism, and determinations as to its size and
sources of funding should be jointly undertaken by the FCC and state
commissions through the federal/state Joint Board process and continuing
dialogue between state and federal regulators.

6) fCC Principle: State commissioners, recogniZing the fact that each of the
models filed in the proceeding has flaws that prevent its use as part of the
mechanism for defining and sizing universal service high cost support,
recommend that state and federal regulators work together to craft a mechanism
for defining and sizing universal service high cost support that meets the goals
of section 254.

Ruponse: I fully agree that the cost models are not ready for use at present,
but we should not preclude the possibility that they may be workable at some
point in the future if one or more of them continue to be refined. Therefore, I
agree that state and federal regulators should work together to craft a
mechanism for defining and sizing universal service high cost support, and part
of that exercise should include continuing work on proxy models. However, I
also support exploring other competitively neutral mechanisms that can meet the
goals of section 254 of the Act.

SUS1fJllteti ''''SlU'': State commissioners, recognizing the fact that each of
the models filed in the proceeding currently has flaws that prevent its use as part
of a permanent mechanism for defining and sizing universal service high cost
support by May 8, 1997, recommend that state and federal regulators continue
to work together to craft a mechanism for defining and sizing universal service
high cost support that meets the goals of Section 254 of the Act. Such work
should include continued refinement of a proxy model or models, as well as
exploration of other competitively neutral mechanisms.

7) FCC Principle: State commissioners agree that the same forward-looking
economic cost principles should govern cost studies developed to size high cost
support funding and cost studies developed to determine the rates for unbundled
network elements.

RelPOnse: I fundamentally disagree with this principle. I believe there are
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numerous reasons why different forward-looking cost principles should be used
to govern cost studies for universal service than those used for
interconnection/UNEs. The basic reason for using different principles is related
to the assumption that cost studies for universal service contemplate different
network arChitectures, technologies, and input prices different from the current
ILEC network's, which are to be unbundled for UNE purposes. For purposes of
determining costs for funding high cost sypport. it is reasonable to base cost
studies on a theoretical "efficient design" network principle that assumes the
ability to instantaneously build an optimal, cost-efficient network capable of
satisfying all existing demand at that point in time. This is because the Act
envisions competition on a going-forward basis from multiple providers using
different types of networks, and requires that universal service support
mechanisms should be explicit and competitively neutral. If the funding for
universal service were based on, for example, the costs associated with the
incumbent LECs' (ILECs) networks, altemative local providers whose costs were
lower could receive excessive compensation. To be competitively neutral thus
requires that a universal service mechanism be provider-neutral. Therefore, it
makes sense that a purely hypothetical network should be used to approximate
costs for a permanent high cost funding mechanism.

For purposes of interconnection and UNEs, however, the goal in determining
costs is much different than the goal in determining costs for purposes of
designing and sizing a permanent high cost funding mechanism. In the case of
interconnection and UNEs, the goal is to determine the costs of pieces and parts
of an actyal existing network. UNEs such as unbundled loops will be provided
by a LEC using an in-place network, not some hypothetically constructed
network. However, while the appropriate cost analysis reflects the LEC's actual
loop characteristics (such as length, quantity, geographic location, etc.), forward­
looking technology is modeled and current input prices are used. If a purely
hypothetical network were the basis of cost studies used for
interconnedioniUNEs, the resulting costs likely \\Ould be lower than if cost
studies were based on the existing LEC network. Consequently, there \\Ould
likely be little incentive for new entrants to build their own networks, since
"scorched" network design \\Ould result in prices for using the incumbents'
networks equal to or lower than the costs of building a new network. Beyond
the incentive to use the least cost option, firms strive to maximize their exposure
to risk. Building fecilities inherently carries investment risks and delays market
entry. These factors make it all the more important to send the proper pricing
signals to potential entrants. Finally, if a hypothetical network were the basis for
UNE cost studies, it is more likely that the incumbent LEes \\Ould claim an illegal
taking of property on the basis that they are not being adequately compensated
for the true costs of their networks.
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Suggested I.agulge: State commissioners agree that forward-looking
economic cost principles should govern both cost studies developed to size high
cost support funding and those developed to determine the costs of unbundled
network elements; hO\N8ver, \N8 disagree that the same forward-looking
principles should govern both types of cost studies.

8) FCC PrinciPle: State commissioners support an FCC commitment to adopt the
Joint Board's recommendation that there be federal funding sufficient to assure
that telecommunications services, including inside wiring and access to the
Internet be available to schools and libraries at discounted rates.

RURoase: I generally agree with the concept here, but I would be more specific
as to what was in the Joint Board's recommendation. The statement should .
specify that the annual funding amount be capped, and that the schools and
libraries receive the discounted rates contained in the matrix proposed by the
Joint Board.

Suggested llUIgug.: State commissioners support an FCC commitment to
adopt the Joint Board's recommendation that there be federal funding capped at
$2.25 billion per year for provision of telecommunications services, as ~II as
inside wiring·and access to the Internet, to schools and libraries at the
discounted rates contained in the matrix proposed by the Joint Board.

I very much appreciate the FCC's efforts to codify a unifying set of principles to guide
the implementation of universal service and access charge reform. In thinking through
my comments to the FCC staff's proposed principles, some others came to mind. I
would therefore respectfully suggest that the following principles be added to the list:

1) Any restructuring of access charges should be carefully planned to ensure that:

a) It does not create a mechanism that results in LEC over-recovery; and

b) Assessments to the IXCs cannot be readily passed through to customers
as a separate line item on their bills; and

c) If IXCs do pass assessments on to customers in the form of per-line
charges, there is a mechanism in place whereby the amounts of such
charges are periodically examined to determine if they should be
continued.

2) To ensure that consumers benefit to the greatest extent possible from the Act,
the FCC is committed to examining current price cap levels and productivity
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